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IRAQ: KEY ECONOMIC INDICATORS 


Exchange Rate (a) 
US $1.00 = 0.309 ID 
ID 1.000 = US $3.23 


Gross Domestic Product N/A 
National Income 41,428.6 
Per Capita Income ($) 2,954.8 
Fixed Capital Formation 18,165.8 
Construction Sector Output N/A 
Mfg. Industries Sector Output N/A 
Agricultural Sector Output N/A 
Trade Sector Output N/A 


Transportation and 
Communications Sector Output N/A N/A 


Government Budgets 


Investment Budget 26,026 N/A 


Total Revenues of State 
Ordinary Budget 12,472.2 N/A 


Total Expenditures of 
State Ordinary Budget 18,079.6 N/A 


Balance of Ordinary Budget -5,607.4 N/A N/A 


Trade 


Total Exports (b) 10,640 8,652 9,681 


Oil Exports (b) 10,534 8,565 9,584 
Exports to US (b) 38 $3 118 


Total Imports (b) 21,1933 10,415 9,806 
Imports from US (b) 931 563 731 


(a) In October 1982, the Iraqi Dinar was devalued to ID 1 = US 3.20 
In this table, the old exchange rate is used for 1982 


(b) International Monetary Fund (DOTS) 





I. Summary 


The successful completion on schedule in September of the Saudi 
pipeline was 1985's most positive economic development for Iraq. 

It permitted a 350,000 b/d increase in exports which should rise 

to 500,000 b/d when a few technical problems are overcome. 1985 
also was marked by improved availability of consumer goods as new 
shops opened and more favorable weather conditions improved harvests. 
Iraq also succeeded in raising $500 million from a consortium of 
international banks during the course of the year to finance 
partially its current account deficit. 


Nevertheless, 1985 was another difficult year in a number of 
respects. Substantial debt repayments that were rescheduled from 
1983 to 1985 had to be rescheduled again to cope with a continuing 
shortage of foreign exchange. During the course of the year Iraq 
was also required to ask its suppliers for easier credit terms. 
Moreover, while a few major contracts were let in 1985, the level 
was far below that which prevailed in the early 1980's. The Iraqis 
had hoped that the increase in oil export volume that had occurred 
in 1984-85 would translate into substantially increased foreign 
exchange earnings but as of this writing (February 1986) the sharp 
worldwide decline in oil prices could well lead to a substantial 
decline in export revenues. In addition, the fall in the value of 
the dollar relative to the currencies of Iraq's other major trading 
partners has further weakened Iraq's terms of trade. Also, large 
debt repayments are coming due this year, and it is increasingly 


likely that Iraq will again seek rescheduling of at least some of 
them. 


The petroleum sector continued to dominate the economy in 1985, 
accounting for 99% of Iraq's merchandise exports. Completion of 
the Saudi pipeline in September 1985 raised nominal export capacity 
to 1.5 million b/d, although actual levels might be slightly less 
than that figure. Iraq plans to further expand its export capacity 
by building new pipelines through Turkey and Saudi Arabia which are 
expected to raise export capacity to 3.1 million b/d by 1988. Iraq 
claims proven and semi-proven oil reserves of over 100 billion 
barrels, a figure that many independent petroleum geologists do not 
dispute. Growing oil refinery capacity has allowed Iraq to continue 
increasing its exports of refined products. 


With oil revenues declining 1986's commercial climate will be at 
least as difficult as 1985's. Continued, and probably stricter, 
austerity will limit prospects for-immediate sales. In nearly all 
cases, financing terms will be a major, perhaps decisive, factor 

in determining which firms will be awarded contracts and those firms 
unable to offer financing will have little prospect of success. The 
Iraqis are now reportedly requiring a minimum of two years deferred 
payment on all civilian imports. Agricultural products make up the 
bulk of U.S. exports to Iraq and consist almost totally of items 

sold on a deferred payment basis under the GSM 102 program (Commodity 





Credit Corporation). As in the previous three years, the U.S. is 
making additional GSM 102 credits available to Iraq in 1986. The 
commercial climate has improved for American companies in Iraq, 

and they can now participate at the USA Pavilion at the Baghdad 
International Trade Fair. The boycott remains an obstacle, but 

Iraq continues to waive selectively boycott requirements in order 

to obtain the best technology or products available. Despite 
current difficulties Iraq's long-term plans to develops its agricult- 
ural, industrial, and human resources could offer promising markets 


for U.S. companies, particularly in the fields of energy, transport- 
ation, communications, electronics and health. 


II. Current Economic Situation and Trends 


The year 1985 was marked by a number of significant economic 
developments in Iraq; the most favorable of which was the success- 
ful completion, on schedule, of the Saudi pipeline project in 
September which raised Iraq's nominal crude oil export capacity 

by an additional 500,000 barrels per day. Iraq, in conjunction 
with Turkey, also awarded contracts for and began construction of 

a project that will lay a pipeline parallel to the existing one 

and boost exports through Turkey by an additional 500,000 b/d by 
July 1987. In addition, the Iragis are actively planning for Phase 


II of the Saudi pipeline project that, when completed, will allow a 
further 1.1 million b/d of exports. 


The urgent need for these projects was graphically illustrated 
early in the year when the Iraqis defaulted, in April, on payments 
due to the contractors that had already been rescheduled once from 
1983. Throughout the summer and fall the Iragis negotiated individ- 
ually with major creditors to again reschedule large payments coming 
due in 1985. These efforts were largely successful as all major 
creditors agreed to further defer payments or accept oil in lieu of 
cash. However, these reschedulings will add to already heavy 1986 
and 1987 payment obligations and the Iragis will need oil prices 
considerably above current levels, successful completion of ongoing 
pipeline projects and maximum utilization of export outlets in the 


years ahead if the Iragi economy is to grow and foreign exchange 
obligations are to be met. 


The seeds of Iraq's current economic difficulties were sown with the 
outbreak of war in September 1980 with neighboring Iran. Prior to 
the start of the conflict, Iraq's economic prospects appeared bright. 
Oil production had reached a level of 3.5 million b/d and exports 
were approximately 3.2 million b/d. The sharp rise in oil prices 
that began in 1979 allowed Iraq to earn $21 billion that year and 

a further $26 billicn in 1980 from its oil exports. Rising exports, 
combined with a low key approach to development in the 1970's, 
resulted in Iraq having amassed an estimated $35 billion in foreign 
exchange reserves by the time the conflict with Iran broke out. 





However, during the first weeks of fighting Iraq's Persian Gulf 
oil export terminals were heavily damaged (onshore facilities at Fao 


as well have been destroyed in current fighting), cutting exports to 
just over one million b/d. 


Nevertheless, despite the reduction in revenues and the unexpectedly 
high cost of the war, the leadership determined that the highly 
ambitious economic development program begun in 1979 had to be contin- 
ued. As a result, billions of dollars worth of contracts for develop- 
ment projects were awarded to foreign suppliers during the rest of 

1980 and throughout 1981. As a result civilian imports soared to over 
$20 billion in 1981 and to $21.2 billion in 1982, a 54% increase over 
1980 and twice the level of 1979. The huge influx of foreign labor 

and the drawdown in interest-earning foreign exchange reserves resulted 
in an invisibles’ deficit of an estimated $3 to $4 billion. Moreover, 
as the war ground on through 1981 and into 1982 military imports soared. 
Reduced oil exports and burgeoning foreign exchange expenditures quickly 
resulted in mammoth current account deficits that, despite massive 
infusions of aid from the Arab Gulf states, devoured Iraq's foreign 
exchange reserves at an alarming rate. By the spring of 1982 Iranian 
counterattacks had driven the Iragi army out of Iran-and 

Iranian forces were poised to carry the war into Iraq. At the same 
time Syria, an ally of Iran, closed the crude oil pipeline running 

from northern Iraq across Syria to the Mediterranean Sea in April. 

This action cut Iraqi oil exports to only 650,000 b/d through the 
Turkish pipeline, its only remaining export outlet. 


As 1982 wore on the war showed no signs of abating and Iraq's hard 
currency reserves dwindled rapidly. As a result, the leadership was 
forced to make major changes in its policies to deal with the growing 
economic difficulties the country was experiencing. In November of 
that year the government instituted a strict austerity program aimed 

at drastically reducing civilian imports. Numerous development projects 
that had been planned were either postponed or cancelled altogether. 
Projects already under construction were slowed as the government tried 
to conserve dwindling hard currency reserves. However, as harsh as the 
austerity measures were, they did not come soon enough and by the end 

of 1982 it was clear that Iraq would not be able to meet its obligations 


to pay cash for the billions of dollars worth of development projects 
contracted to foreign companies. 


This situation forced Iraq to enter into negotiations in early 1983 with 
the foreign contractors to seek deferral of payments coming due on 
development projects. These contractors were asked to secure their own 
financing and allow Iraq to defer its 1983 payments until 1985. Many 

of the contractors had taken out export insurance with their home govern- 
ments, principally The Federal Republic of Germany, Japan, France, The 
United Kingdom, Italy, and The Republic of Korea. These governments 





then had to make the decision whether or not to issue credit 
guarantees which would allow the contractors to secure financing, 
or pay large claims to those companies which would not be able to 
complete their projects in Iraq without credit guarantees. Long 
and difficult negotiations ensued but in the end most governments 
found they had little choice but to issue the guarantees and to 


defer payments until 1985. 1983 represented the nadir of Iraqi 
economic fortunes. 


Nevertheless, a fragile economic equilibrium was achieved through 
a reduction in civilian imports from over $20 billion in 1982 to 
an estimated $10 billion in 1983; a reported $20 to $30 billion in 
economic aid from the Arab Gulf States, principally Saudi Arabia 
and Kuwait; additional credits and guarantees for the purchase of 
food and other basic commodities; and an increase in crude oil 
exports achieved by the use of anti-drag chemicals in the Turkish 
pipeline. New agricultural credits were of particular importance 
in 1983. Under the GSM-102 program, the United States provided 
over $400 million in credit guarantees for the purchase of U.S. 
wheat, rice and other agricultural products. 


1984 provided some economic respite for Iraq as the government's 
austerity program reduced imports and higher oil exports raised 
revenues. Of particular importance was the completion of the 
Turkish pipeline expansion project in July raising the capacity 

of the line to an estimated 950,000 b/d which combined with an 
estimated 60,000 b/d of exports by truck through Jordan and Turkey 


boosted Iraqi oil exports to over one million b/d by the end of the 
year. The Iragis also continued to aggressively seek new credits 
during the year for both the importation of staples and a modest 
revival of Iraq's Economic Development Program. New credits were 


received from the United States, Italy, the United Kingdom, and 
the USSR. 


However, austerity was still the watchword in 1984 as civilian 
imports were reduced further to between an estimated 8 and 9 billion 
dollars. Nevertheless, there was a marked improvement in the avail- 
ability of consumer goods during 1984, particularly towards the end 
of the year. A better 1984 harvest was partially responsible for 

the greater availability of food items. The strong dollar also 
helped Iraq in 1984 since nearly all revenues result from oil exports 
which are priced in dollars, while only a relatively small percentage 
of Iraq's imports originate in the U.S. 


In 1985 Iraq came under renewed financial pressure as the payments 
originally rescheduled in 1983 again came due. Some payments were 
made but in a number of cases involving substantial amounts Iraq 
lacked the foreign exchange to make payment and was forced to ask 
creditors to again reschedule payments due from Iraq. As in 1983, 
all major creditors eventually agreed to either reschedule again or 
accept payment in crude oil. The domestic economy appeared to be 
somewhat stronger in 1985 with stores and shops generally better 


stocked with both food items and light manufactured goods such as 
textiles. 





The major question mark hanging over the Iraqi economy in 1986 is 
what course the world oil market will take. At this writing 
(February) oil prices on the spot market have declined to barely 
half their levels of November 1985. With many OPEC member states 
now saying that they have abandoned production restraints and are 
prepared to fight for what they consider to be OPEC's fair share of 


the world market for oil, there is considerable uncertainty over 
where prices are headed. 


Even if prices fall no further than they already have (to about $15 
barrel), Iraq will find itself under enormous financial pressure in 
1986. In addition to the burden of military imports imposed by the 
war, Iraq will again be faced with heavy debt repayment obligations 
to foreign contractors which were originally reschedule from 1983 
and 1984. In addition, a large percentage of the civilian imports 
during the years 1983 through 1985 were reportedly on a deferred 
payment basis with repayment terms of one to three years. Presumably, 
payment for a significant portion of these imports will come due in 
1986. The result is that even if 1986 imports were to be slashed 
markedly, any reduction in foreign exchange expenditures would have 
to wait for future years. The weakness of the dollar could also 
become a problem for Iraq in 1986. Iraq's oil exports are sold in 
dollars while only about 5% of Iraq's imports originate in the U.S. 
and much of its debt is donominated in currencies that have apprec- 
iated strongly against the dollar recently. If the dollar remains 


weak it will exacerbate the impact of falling oil prices on Irag's 
terms of trade. 


To cope with these developments it is likely that the Iraqi government 
will continue its austerity program. While high priority will still 
be accorded to imports of basic necessities, development projects will 
be kept to a minimum and limited to those projects that either 
contribute to foreign exchange earnings, such as new oil export pipe- 
lines, that offer the prospect of substantial import substitution, or 
that have high strategic value. 


Even more than in previous years, foreign suppliers will, in nearly 
all cases, be required to provide financing for any goods or services 
they hope to sell to Iraq. In addition, the Iraqis will aggressively 
seek new credits and loans as they did in 1985 when they raised US 
$500 million from a consortium of Arab, European, and American Banks. 
Nevertheless, without a quick rebound in oil prices the Iraqis will 
almost certainly be forced to again seek new debt rescheduling 
agreements from their major creditors. 


Petroleum: Petroleum dominates the Iraqi economy. It accounts for 
approximately 32% of nominal GNP (and a much higher percentage of 
real GNP) and makes up fully 99% of Iraq's merchandise exports. 
Revenues from petroleum exports fueled the economic growth that took 
place from 1973 to 1982 and have sustained Iraq in its war with Iran. 
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Iraq is a founding member of OPEC and plays an active role in the 
cartel. Prior to the war, Iraq's oil production had reached 3.5 
million barrels per day and exports were about 3.2 million barrels 
per day. However, in the opening weeks of the war, Iraq's two 
major offshore export terminals in the Persian Gulf, Mina Al-Bakr 


and Khor Al-Amaya, were severly damaged by Iranian attacks and have 
remained closed ever since. 


In April of 1982 Iraq's oil exports were again cut, when Syria 


closed the oil pipeline running from Iraq through Syria to the 
Mediterranean Sea. 


In the summer of 1984 the first Turkish pipeline expansion project 
was completed which consisted of looping the line and adding pumping 
stations. The expansion raised the line's throughput capacity to 
approximately one million barrels per day. In September of 1985 work 
was completed on a new pipeline from Zubair in southern Irag to Saudi 
Arabia where it connects with a pipeline running across Saudi Arabia 
to the Red sea port of Yanbu. This spur pipeline known as phase I 
has a capacity of 500,000 barrels per day, although currently it is 
only operating at 300,000 to 400,000 barrels per day. Phase II of 
the Saudi project, which is expected to get underway shortly, will 
consist of an independent pipeline parallel to the petroline which 
will run all the way to the Red sea and will have its own loading 
terminal there. When phase II is completed Iraq's oil export capacity 


through Saudi Arabia should rise to 1.5 million barrels per day. 


Iraq is also planning to increase its oil exports through Turkey by 
constructing a new pipeline parallel to the existing line which will 
utilize the current line's pumping stations. The combined capacity 

of the two lines will be about 1.5 million barrels per day. Work on 
the project began in November 1985 and completion is forecast for 
April 1987. The final pipeline project being contemplated is a 
pipeline to the Gulf of Aqaba. This pipeline, which would have 
a capacity of at least one million barrels per day, at one time 
appeared to be a top Iraqi priority, the United States Export-Import 
Bank even issued a preliminary guarantee of US $ 570 million to 
finance the purchase of U.S. goods and services to be used in building 
the Aqaba pipeline. However, difficulties in working out suitable 


terms between the projected contractor and Iraq have thrown this 
project into doubt. 


By all accounts, Iraq's hydrocarbon resources are immense. The 
authoritative"O0il and Gas Journal"rcecently put Iraq's proven crude 
oil reserves at 46 billion barrels. At the end of 1984 Iraq claimed 
proven reserves of 65 billion barrels of oil with an additional 49 
billion barrels of “semi-proven" reserves. When and if these figures 
are proven Iraq's oil reserves could be second only to Saudi Arabia's. 
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Independent petroleum geologists generally agree with Iraq's 
assessment of its petroleum reserves and some even say that 
Iraq has the greatest potential for additional discoveries of 
any country in the Middle East. In addition to oil, Iraq has 
estimated natural gas reserves of 28.8 trillion cubic feet. 
Known gas reserves are entirely made up of associated gas and 
of the 142 billion cubic feet produced in 1981, 119 billion 
cubic feet were flared. In order to better utilize its gas 
reserves it is reported that the 1986-1991 five-year plan will 
emphasize gas related projects. In late 1985 construction 
work began on a pipeline connecting Iraq's Rumaila oilfield 
with Kuwait and by June, 1986 could be transporting 400 million 
cubic feet a day of natural gas to Kuwait. 


Prior to the war, Iraq had plans to raise oil production far 
beyond its 1980 level of 3.5 million barrels per day and despite 
the constraints imposed by the war, exploration and development 
work continued, particularly in the Baghdad Rast and Baghdad 
West fields. However, the recent weakness in the oil market 
and the uncertainty surrounding demand for oil in the years 
ahead cast a considerable shadow over Iraq's plans for increased 
production. At the 1982 London OPEC meeting Iraq accepted a 
production quota of 1.2 million b/d a day but has since claimed 
that 1.8 million b/d would be more appropriate. This figure was 
revised to over 2 million b/d in 1985 and recently the Iragis 
have said that they recognize no quota restraints on their pro- 
duction and have stated that they will produce whatever amount 
best serves their national interests. 


Despite the war, Iraq has pressed ahead with projects to expand 
its refining capacity. Before the war Iraq had refinery capacity 
of 300,000 barrels per day; 140,000 at Basra, 80,000 at Doura and 
the rest as several smaller topping units at Kirkuk, Baiji and 
Samarra. The Basra refinery was severely damaged during the open- 
ing days of the war and has remained closed ever since. Neverthe- 
less, Iraq has been able to expand its refinery capacity through 
the installation of a number of 10,000 barrels per day topping 
units throughout the country and by putting on stream the first 
two stages of a major refinery project at Baiji. The complex 
includes the 70,000 barrels per day Salahaddin I refinery and 

the 150,000 barrels per day northern refinery which went into 
operation in 1983. The addition of these facilities has boosted 
Iraq's total refining capacity to over 400,000 barrels per day. 

It is estimated that actual production is about 350,000 barrels 
per day, of which about 300,000 barrels per day is consumed 
locally and the rest exported via truck through Turkey and Jordan. 
In August 1984, Iraq signed an estimated $400 million contract 
for the construction of a lube oil plant at Baiji. Iraq is also 
reportedly planning to build an additional "grass roots" refinery 
as part of its next five-year plan. 








Foreign Trade: The loss of export revenues due to the war and 
lower oil prices have resulted in Iraq's foreign trade being 
greatly reduced during the past four years. Exports (99 percent 
oil) fell from over $26 billion in 1980 to barely more than $7 
billion in 1983 before recovering to about $11 billion in 1985. 
During the first two years of the war imports actually increased 
from about $12 billion in 1980 to nearly $18 billion in 1982. 
This severe decline in exports, coupled with the surge in imports 
produced a commercial trade deficit of $6 billion in 1981 and 
over $7 billion in 1982. The current account deficit, which also 
takes into account services, transfers, remittances and other 
invisibles, was undoubtedly much higher, and by the end of 1982, 
had all but exhausted Iraq's estimated pre-war foreign exchange 
reserves of over $35 billion. The sharp decline in imports and 
a steady rise in oil exports in 1984 and 1985, combined with aid 
from Iraq's Arab Gulf allies, had reduced the current account 
deficit substantially by the end of 1985. However, the recent 
sharp decline in oil prices and the decline in the value of the 
dollar on international currency exchanges have had a severe 
adverse impact on Iraq's terms of trade and could again result 
in an unmanageable current account deficit if revenues cannot be 
boosted or foreign exchange expenditures cut. 


Leading suppliers (excluding sales of military equipment) include 
West Germany, Japan, France, The United Kingdom, and The United 


States. These countries have recorded the following export 
figures to Iraq. 


1983 1984 1985 


Japan 695 884 841 [Jan-Aug] 


FRG 947 [Jan-Aug] 


France 752 [Jan-Aug] 


United Kingdom 500 [Jan-Aug] 


United States 563 731 [Jan-Aug] 


III. Implications for The United States 


1986: General Outlook for U.S. - Iragi Trade 


U.S. exports to Iraq declined sharply in 1985 from their prior year 
level, largely due to the strength of the dollar in the first half 
of the year which hurt the competitiveness of U.S. goods. The 
sharp depreciation of the dollar against the currencies of Iraq's 
other major trading partners that has taken place since September 
1985 has greatly improved the price competiveness of U.S. goods as 


we enter 1986. Nevertheless, the decline in oil revenues will 
almost certainly result in continued austerity in 1986 and will 
limit the prospects for immediate sales In Iraq. In addition, the 
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Iraqi government's policy of requiring deferred payment terms on 
virtually all commercial imports will be an almost insurmountable 
obstacle to sales for those firms that are unable to offer financing. 
As a result of this situation, in 1986, as in the prior three years, 
agricultural products will dominate U.S. exports to Iraq. The U.S. 
Department of Agriculture's Commodity Credit Corporation (CCC) 
guaranteed $430 million of credit in 1983, $684 million in 1984, $340 
million in 1985, and has announced $500 million so far in fiscal year 
1986 for the sale of wheat, rice, and many other agricultural 
commodities to Iraq. To date only short-term credits are available 
from the Export-Import Bank for funding sales of non-agricultural 
goods to Iraq because of continuing problems in negotiating a 


mutually acceptable agreement that would allow the bank to offer a 
limited amount of medium term credits. 


It is unfortunate that the downturn in the Iraqi market coincides 
with a significant improvement in the commercial climate for 
American companies. In 1982 American companies participated in 
their own pavilion at the Baghdad International Fair for the first 
time since Iraq broke diplomatic relations with the United States 
in 1967. American companies again participated in the 1983 and 1984 
fairs and in 1985,after restoration of formal diplomatic relations 
between The United States and Iraq in November 1984, a record 22 
companies exhibited at the first official American pavilion at the 
Baghdad fair. Senior Iraqi government officials have made it clear 
that they are eager to have American companies participate. This 
is especially important in Iraq, where the public sector accounts 


for 90 percent of foreign trade. American products and technology 
enjoy a solid reputation in Iraq and those American companies which 
establish themselves during the current period could enjoy improved 
commercial prospects in the post-war era when, it is hoped, the 
economy will substantially recover. 


Agriculture: With a population of over 15 million, plenty of water 
and large tracts of potentially arable land, Iraq offers U.S. 
exporters an excellent market for agricultural products as well as 
agricultural inputs. Iraq's imports of foodgrains in 1985 were lower 
than the year before because of ample rains in the northern wheat/ 
barley belt. Until such time as Iraq completes its major irrigation 
projects in this region, imports will be in reverse proportion to 
rainfall and local grain output. In the overall consumption pattern, 
Iraq has reached the peak level of per capita grain consumption and 
is now gradually diversifying to other foods. In the future this 
trend should provide a market for processed food. 


Currently Iraq is importing large quantities of meat, poultry, eggs, 
and dairy products to supplement local output in meeting new 
consumption demands. Although the country has come a long way 
towards meeting demand for poultry and table eggs, it continues to 
import large quantities of these products. As the various sectors 
of the poultry industry gear up, the import of poultry products 
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should gradually taper off. This will not be the case with red meat 
because of greater difficulties in expanding domestic production. 


The last few years have seen an improvement in the supply of vegetables. 
(Iraq has even exported limited quantities to the Gulf.) The supply of 
fruit however, continues to be erratic. If this situation does not 
change, the war's end could result in a major increase of fruit imports. 
A tight lid is also being maintained on processed food imports. An 

end to the war may see some improvement in this area as well. 


Iraqi cotton production has plummeted because of competing products. 
Tobacco production is stagnant resulting in Iraq being a good market 
for U.S. tobacco exports. The country will continue to be a major 
importer of vegetable oils for some time to come. Oilseed production, 
although a priority sector, has not dramatically improved. 


As for agricultural inputs, Iraq is a good client for U.S. seeds, and 

as the land tenure pattern allows for somewhat larger holdings, it 

should also become a good market for equipment suppliers. The country 
has already made widespread use of tractors and harvesters, but has 

yet to increase the use of specialized appliances and equipment. 
Sprinkler, and to a smaller extent, drip irrigation have been introduced 
in Iraq. The current austerity program has hindered further introduction 


of such systems, and this hiatus should allow Iraqi agronomists to 
evaluate their performance. 


Industrial Sector: While the government continues to accord this sector 
a high priority, financial constraints imposed by the war with Iran and, 


more recently, the crash of the oil markets are hindering development. 
During the last few years the government has concentrated its efforts 

on commissioning previously initiated projects. Among such projects are 
the giant phosphate fertilizer complex in the Western Desert. Some 
modernization of existing industrial plants is proceeding despite the 
serious shortage of foreign exchange. The slow-down of new project 
starts is being used as a time to "rationalize" planning and manage- 
ment of the industrial sectors. The government has largely determined 
roles for both the public and private sectors. Public-sector projects 
will, in general, concentrate on providing basic products. The mixed 
public and private sector will concentrate on producing consumer durables 
and some other consumer products, while the private sector will devote 
its energies to small-scale projects. According to guidelines for 1986 
investment, new projects will be largely confined to those which rely 
heavily on local raw materials and either result in significant import 
substitution or earn foreign exchange. One of the new projects that 
meets these criteria and is liable to go ahead will be a new million- 
ton per year ammonia-based fertilizer plant in north Iraq. The mixed- 
sector is expected to add airconditioners and confectionary to its 


production list. The private sector is not being encouraged to invest 
in any additional furniture factories. 
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Transport and Communications: This was the first sector to suffer 
from the country's foreign exchange austerity program. The 1,200 
kilometer Expressway No. 1, linking Baghdad with the Jordanian, 
Kuwaiti and Syrian borders, is still under construction but at a 
slowed pace. Whereas some sections may be inaugurated during 1986, 
best estimates for completion of the entire project are now for 
sometime in 1988. Internal roads, both rural and urban, continue 

to be built, primarily because of their very low foreign exchange 
requirement. No bridge worth mentioning is to be tendered in 1986. 
However designwork for some tunnels under the Tigris River in Baghdad 
may be put out to bid. Expressway No. 2, linking Baghdad with Turkey, 
has not yet been tendered, while Expressway No. 3, linking Baghdad 


with the south along the Tigris River, has yet to be awarded to the 
consultants. 


The Baghdad-Qaim railway line,linking Baghdad with the Syrian border, 
has been completed, and the Kirkuk-Baiji-Haditha line is still under 
construction. As soon as the foreign exchange situation allows, bids 
should be invited for two other major lines -- one linking Baghdad 
with Basrah along the Tigris, and the other linking Baghdad, Kirkuk, 
Arbil and Mosul to each other, with a possible mountain spur to 
Sulaimaniyah. New design contracts for the Baghdad Metro have been 


held up, and it is doubtful that construction of this project will 
start during this decade. 


An end to the war should boost development of maritime transport. 
When the war broke out in 1980, Iraq lost access to it Gulf ports. 


These have fallen into disuse and the maritime transport fleet has 
shrunk as old vessels that were sold have not been replaced. The 

oil tanker fleet may also eventually be upgraded and the river- 
transportation system being put into place has not been inaugurated 
because it relies on transporting goods to and from Iraq's now closed 


ports. The small general cargo shipping fleet that Iraq owned prior 
to the war has been sold. 


With completion of the Arabsat satellite station, Iraq will be using 
four satellites (Intelsat Atlantic, Intelsat Pacific and the USSR's 
Sputnik). Microwave and coaxial cable networks have been effected, 
and fiber-optics have been introduced. Almost all the telephone 
exchanges have been converted to digital, and the total number of 
lines in the country stands at about a million (compared to 340,000 
in 1981). As such, in the near future orders will be restricted to 


upgrading equipment rather than the introduction of new communications 
links or exchanges. 


Electric Power: Before the war, Iraq's electricity consumption was 
doubling every 4-5 years. This trend was interrupted by the war as a 
number of generating stations were damaged or shut down due to 
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proximity to the Iranian border. By 1983 Iraqi electricity 
consumption growth started reverting to its pre-war pattern. 

In that year electricity consumption was 11.7 billion kwh, and 
output was 15.6 billion kwh. To meet this rising demand and to 
also meet commitments for electricity exports to Turkey and to a 
lesser extent Kuwait, Iraq continues to install new generating 
capacity. Hyundai Corp (S. Korea) is building the 1200 MW Mussayib 
power station near Baghdad. Negotiations with the Soviet Union for 
the 1200 MW Yusifiyah power station are said to be in an advanced 
stage, and tenders have been invited for the 1200 MW Anbar power 
station. The above is in addition to 1350 MW of hydro-capacity in 
various stages of commissioning. While construction of new power 
generation projects is expected to slow down, a strong possibility 
exists that the government will press ahead with transmission and 
distribution projects to cut down "line losses" and to serve areas 
where soaring consumption has resulted in "brown-outs". 


Housing & Construction: The housing/construction sector plays a 
major role in Iraq's economy. Whereas the supply of raw materials 

is much better than a few years ago, and the need for housing is 
greater than ever, for reasons of fiscal policy the government has 
decided to "cool down" this sector of the economy. The government 

is unlikely to launch soon any new major housing construction 
projects. Also, private-sector construction will continue at a 

much slower place than prevailed early in the 1980's. Housing 
construction is unlikely to pick up until the government resumes 

its housing loans program. In the general construction sector, 

any resurgence is likely to be largely confined to projects involving 
national security in line with the necessity to plan for an indefinite 
continuation of its war with Iran. Such projects will usually not 

be offered to foreign contractors, but will provide significant 
opportunities for equipment suppliers. 


Prospects for providing potable water to all Iraqis will continue, 


as will sewerage projects. Their pace of implementation, however, 
will almost certainly be much slower than before. 


Computers: A few major mainframe contracts have been signed recently, 
but sales may taper off in the near future, not so much because of 
financial constraints, but rather manpower limitations. Also, in 

1985 Iraq liberalized restrictions on the import of personal computers 
and started assembling them locally. Until the personal computer 
demand is met, the overall computer market in the country will not 
stabilize which could take several years. Also, the personal 

computer segment of the market has yet to mature. Its start in 1985 
was restricted to basic models with very limited professional 
application capability. This situation should improve during 1986/87. 





-15- 


Whereas the software market will continue to provide reasonable 
opportunities for foreign firms, the blossoming of the personal 
computer market should also provide a lot of opportunity to data 
network vendors. Regrettably the Iraqi debut of personal 
computers was limited to non-US suppliers. This situation should 
change as the personal computer applications mature from games to 
professional on-line and independent applications. The personal 
computer introduction in Iraq has slightly chipped away at 
government restrictions on word processor applications, and 
further relaxation of such rules could open up the market to 

U.S. manufactured word processing equipment -- provided they can 
offer Arabic language hardware and software. 


Health: Iraq has completed the first phase of its hospital 
construction program. This consisted of building one large 
general hospital in each province and a large number of special- 
ized hospitals in major urban centers. The second stage was to 
have been small general hospitals in each district, with a major 
clinic in each sub-district. This phase has been postponed. 
Although the hospital construction program has ground to a halt, 
there will continue to be a market for small quantities of replace- 
ment/upgrading equipment. The demand for pharmaceuticals is not 
expected to be affected by austerity measures. The Iraqi medical 
community continues to hold U.S. manufacturers in high regard, and 


this can be converted into orders, provided various marketing and 
financing obstacles can be overcome. 


Baghdad International Fair: Twenty-two American firms participated 
in the first official U.S. pavilion in the Baghdad International 
Fair in November 1985. They exhibited a wide range of products 
including computers, electrical equipment, oilfield supplies, 


vehicles, and foodstuffs. Although participation in the Baghdad 
International Fair does not assure trial orders, it continues to 
be one of the best promotion vehicles for products and services 

of widespread appeal. There will again be a United States pavilion 


in the forthcoming session of the Baghdad International Fair 
(November 1 - 15, 1986). 











